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ABSTRACT 
 
DARBY MILLS: Financial Reporting: A Case Study Analysis 
(Under the direction of Victoria Dickinson) 
 
This paper looks at accountancy following the application of the U.S. Generally Accepted 
Accounting Principles (GAAP) through case study analysis. Within this paper, there are 
twelve case studies that cover areas of financial accounting, financial statement analysis, 
and research. The financial accounting cases cover several topics, such as stockholder’s 
equity, inventory, leases, and deferred tax assets and liabilities. The financial statement 
analysis cases use ratios, creation of financial reports, and commentary to discuss in 
further detail the financial statements. The FASB Codification is used as a basis for 
research in many cases.  
Dr. Vicki Dickinson facilitated each case within this paper through the instruction of the 
Accountancy 420 course.  
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CASE ONE: HOME HEATER COMPANIES  
Eads Heating, Inc. versus Glenwood Heating Inc. 
By: Darby Mills 
9/7/2016 
 
  
2	 	
Executive Summary 
 
Presented in this financial analysis are the financial statements of Eads Heater, Inc. and 
Glenwood Heater, Inc. along with a brief discussion and explanation of each. After 
careful review and examination, it is my belief that the best course of action would be to 
invest in Eads Heater, Inc. The transactions as shown in Appendix A and B were 
examined along with all the financial statements of Figures 1-8. Figures 1 and 2 show 
that Eads has a lower net income due to the higher allowance for bad debt expense, which 
could prove beneficial as they have no past information to make an appropriate 
estimation and it is better to estimate too high than too low. Figures 3 and 4 show that 
both companies distribute the same amount of dividends to stockholders, but Eads net 
income has the ability to increase as shown and explained in Figure 1 due to the double 
declining balance method being used. With Eads net income having the potential to 
increase, their dividends have the potential to increase as well. Figures 5 and 6 are the 
companies’ statement of cash flows, which show that Eads has a higher level of cash 
flow, which is due to the inventory and depreciation methods chosen. Figures 7 and 8 
show the companies balance sheets with the main difference being Eads leased 
equipment. Appendix A and B show the journal entries necessary for the companies and 
Appendix C and D show the trial balances for each companies for references.
3	 	
 
Analysis  
 
Figure 1: 
	
Figure 2: 
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Figure 1 shows how Eads Heater, Inc. has a lower net income than Glenwood Heater, 
Inc. as shown in Figure 2. Eads depreicated their equipment using double declining 
balance, which is why the depreciation expense is so much higher than Glenwood. As an 
investor though, Glenwood’s depreication expense will continue to remain the same 
while Eads will steadily become less expense, resulting in higher net income in the 
future. Glenwood always estimates that their bad debt expense will be 1% of accounts 
recievable, which is a very low number and does not leave much room for error when 
they have no past information to base this estimation on.  This makes their net income 
appear much higher whereas Eads estimates 5% of their accounts recievable will be 
uncollectable, leaving much room for error and decreasing their net income. The Cost of 
Goods Sold accounts differ between the companies also because Eads using LIFO while 
Glenwood uses FIFO. Eads cost of goods sold account is so much higher because 
products tend to become more expense as they are being purchased and they are selling 
the most expensive ones first. While this increase the cost of goods sold, it lowers the 
income tax expense.   
Figure 3: 
	
Figure 4: 
	
Figures 3 and 4 show the Statement of Retained Earnings and how much both companies 
delcared dividends of $23,200. As shown and explained previosuly in Figure 1, Eads’ net 
income is lower then Glenwood’s due to the depreication expense being so much higher 
but doing to steadily decline. In the future Eads’ could expect a higher retained earnings 
based on having cheaper expenses while Glenwood’s will remain constant.  
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Figure 5: 
	
Figure 6: 
	
Since both companies are just beginning and showing first year operations, Figures 5 and 
6 report the net increase in cash which is also the cash amount on the balance sheet as 
shown in Figures 7 and 8. Eads shows a higher increase in cash than Glenwood does, due 
to the leased equipment and higher depreciation expense.  
 
 
 
 
	 	 		 6	
Figure 7: 
	
Figure 8: 	
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Figures 7 and 8 show the Balances Sheets of each company. Both balance sheets have the 
same receivables and short-term payables, but the leased equipment on Eads’ balance 
sheet is what makes the assets side and the long-term payables higher than Glenwood’s. 
Eads is clearly looking to the future and operating under going concern by signing a 
contract for 8 years for the equipment whereas Glenwood is focusing more on the current 
functions of the company and not the long-term plan by contracting the equipment for 
two years.  As stated previously and shown in Figure 1, Eads has a higher allowance for 
bad debt account, which is better to have too much in than not enough seeing as it is the 
first year of operations and they have no basis to make an estimation on.   
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Appendix A- Part 1 	
			
Appendix A- Part 2
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Appendix B- Part 1	
	
Appendix B- Part 2 
			
	 	 		 10	
Appendix C	
	
Appendix D 
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CASE TWO: TOTZ  
Income Statement Presentation 
By: Darby Mills 
9/21/2016 
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Executive Summary 
 
Based on Totz Inc.  fiscal years 2014-2016, the following is an analysis as to where items 
#1-4 on the given document would be on the income statement. Each reasoning is 
followed the by FASB Codification number and rule to explain why.  
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Based on the given document about Totz Net Sales, Gross Profit, Gain on Sale of 
Corporate Headquarters, and Class Action Settlement, numbered one through four 
respectively, is it determined that all items belong on the income statement. As to where 
each piece of information is classified on the income is proven by the FASB Codification 
number and rule.  
 
#1- Net Sales: Totz had net sales of $74.5 million in fiscal year 2015 and $86.5 
million in fiscal year 2016. The increase of $12 million, or 16.1 percent, is due to 
the sales from Doodlez and an increase in average transaction value. Doodlez’s 
revenue increased from $3.9 million to $11.2 million from fiscal years 2015 to 
2016, resulting in an average increase of  $7.3 million. The remaining increase of 
$4.7 million is due the increase of average transaction value.  FASB ASC 
225-10-S99-2 states: 
“a) The purpose of this rule is to indicate the various line items which, if 
applicable, and except as otherwise permitted by the Commission, should 
appear on the face of the income statements filed for the persons to whom 
this article pertains (see § 210.4–01(a)).  
(b) If income is derived from more than one of the subcaptions described 
under § 210.5–03.1, each class which is not more than 10 percent of the 
sum of the items may be combined with another class. If these items are 
combined, related costs and expenses as described under § 210.5–03.2 
shall be combined in the same manner.  
  1. Net sales and gross revenues. State separately:  
 (a) Net sales of tangible products (gross sales less discounts, 
returns and allowances),  
  (b) operating revenues of public utilities or others;  
  (c) income from rentals;  
  (d) revenues from services; and  
   (e) other revenues.” 
Therefore, net sales should be classified and presented as sales on the income statement 
for 2015 and separated in 2016 because Doodlez’s revenue accounts for 12.9 percent of 
the sum, which is greater than 10 percent.  
 
#2-Gross Profit: Totz’s cost of sales increased from $46.5 million to $56.1 million from 
fiscal year 2015 to 2016, a $9.6 million or 20.6 percent. This is primarily due to Doodlez 
services and cost of sales excludes depreciation. FASB 225-10-S99-8 states  
“The following is the text of SAB Topic 11.B, Depreciation and Depletion Excluded 
from Cost of Sales. 
Facts: Company B excludes depreciation and depletion from cost of sales in its 
income statement.  
 Question: How should this exclusion be disclosed?  
Interpretive Response: If cost of sales or operating expenses exclude charges for 
depreciation, depletion and amortization of property, plant and equipment, 
the description of the line item should read somewhat as follows: "Cost of 
goods sold (exclusive of items shown separately below)" or "Cost of 
goods sold (exclusive of depreciation shown separately below)." To avoid 
	 	 		 14	
placing undue emphasis on "cash flow," depreciation, depletion and 
amortization should not be positioned in the income statement in a manner 
which results in reporting a figure for income before depreciation.” 
FASB 225-10-S99-2 states 
 “Costs and expenses applicable to sales and revenues.  
  State separately the amount of  
  (a) cost of tangible goods sold,  
  (b) operating expenses of public utilities or others,  
  (c) expenses applicable to rental income,  
  (d) cost of services, and  
  (e) expenses applicable to other revenues.” 
So the cost of sales should be presented as “Cost of sales (exclusive of depreciation 
shown separately below” including all the costs listed on the given document minus 
deprecation on the income statement, underneath the sales section. 
 
Totz’s gross profit increased from $28 million to $30.4 million from fiscal years 2015 to 
2016, a $2.4 million increase or 8.6 percent. Gross profit represents net sales less cost of 
sales on the incomes statement. Gross profit should be presented as Gross Profit 
underneath net sales and cost of sales. 
 
#3- Gain on Sale of Corporate Headquarter:  An abandoned building was sold during 
relocation and a gain of $1.7 million was made on the sale. Many would think that this 
sale would be presented as a Gain on Sale of Extraordinary item, but FASB 225-20-25-4 
states 
“Certain gains and losses shall not be reported as extraordinary items (except as 
indicated in the following paragraph) because they are usual in nature or may be 
expected to recur as a consequence of customary and continuing business activities. 
Examples include all of the following: 
  a.  Write-down or write-off of receivables, inventories, equipment leased 
to others, deferred research and development costs, or other intangible assets 
  b.  Gains or losses from exchange or translation of foreign currencies, 
including those relating to major devaluations and revaluations 
  c.  Gains or losses on disposal of a component of an entity 
  d.  Other gains or losses from sale or abandonment of property, plant, or 
equipment used in the business 
  e.  Effects of a strike, including those against competitors and major 
suppliers 
  f.  Adjustment of accruals on long-term contracts.” 
FASB 360-10-45-5 states 
“A gain or loss recognized on the sale of a long-lived asset (disposal group) that is not 
a component of an entity shall be included in income from continuing operations 
before income taxes in the income statement of a business entity. If a subtotal such as 
income from operations is presented, it shall include the amounts of those gains or 
losses.” 
Therefore, the gain on sale should be reported under operating income as Gain on Sale. 
This is because the asset is being disposed of and was sold as an abandoned building. 
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Based on the FASB codification above, it is not an extraordinary item and should not be 
classified as that but instead as a gain on sale.  
 
#4- Class Action Settlement: Totz settled a class action lawsuit in fiscal year 2016 and 
received $2.7 million. FASB 450-40-20 states, 
“Gain Contingency  
An existing condition, situation, or set of circumstances involving uncertainty as to 
possible gain to an entity that will ultimately be resolved when one or more future 
events occur or fail to occur.” 
FASB 225-10-S99-2 states,  
“7. Non-operating income.  
  State separately in the income statement or in a note thereto amounts earned from  
  (a) dividends,  
  (b) interest on securities,  
  (c) profits on securities (net of losses), and  
  (d) miscellaneous other income.  
 Amounts earned from transactions in securities of related parties shall be disclosed 
as required under § 210.4–08(k). Material amounts included under miscellaneous 
other income shall be separately stated in the income statement or in a note thereto, 
indicating clearly the nature of the transactions out of which the items arose.” 
Therefore, the $2.7 million should be presented as an item under non-operating income or 
in a note thereto. Based on the FASB codification under #3, it is not an extraordinary 
item and falls under miscellaneous other income.  
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CASE THREE: ROCKY MOUNTAIN CHOCOLATE FACTORY 
 Financial Statements 
By: Darby Mills 
9/21/2016 
  
17	 	
Executive Summary 
 
This case analyzes financial statements. As such it analyzes the linkage between the 
balance sheet and income statement. It also takes into account how to record transactions 
and how to adjust journal entries. The distinctions between cash and accrual basis is 
established as well how to prepare a set of financial statements.  
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CASE FOUR: INTERNAL CONTROLS 
By: Darby Mills 
9/21/2016 
  
22	 	
Executive  
 
This case presented various issues within the accountancy profession where ethic 
dilemmas, such as fraud established a frame for improving internal controls within the 
fictitious company.  
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Fraud Schemes: 
Potential Fraud Scheme Internal Control 
The store only has one credit card machine 
located in between the two cash registers. 
Documentation - Transactions could get 
mixed up between the two cash registers: have 
a credit card machine for each cash register. 
Running two different purchases at the same 
time could allow for an employee to steal 
money: have proper documentation for theft 
prevention. If the credit card machine fails, 
there is no way to track transactions/ inflow or 
outflow of money: have an alternate system of 
documentation in addition to the credit card 
machine and two cash registers. 
Every single employee has their own access 
code to both registers, increasing the risk of 
possible errors or discrepancies during 
transactions. 
Access Controls - Limit the number of 
workers with access to the registers and/or 
assign employees to certain registers that they 
can use. Check the accounting software to 
identify any variances under specific users. 
Employees can steal inventory. Physical Audits - The store should perform a 
physical inventory count once a month (or 
after a certain period of time) and compare 
physical inventory with recorded inventory. 
Employees could alter the amount of cash 
removed from the cash registers so that the 
amount of money on the receipts and the 
amount removed from the register do not 
match up.  
Reconciliations - Reconcile the register tape 
with the store sales receipts. The amount of 
cash and credit sales should equal the amount 
of the register and store sales receipts. Also 
take a physical count of money totals in each 
cash register at the end of each day.  
Lucy has the ability to incorrectly record the 
daily sales and take money from the register.  
Separation of Duties - One employee should 
monitor Lucy while she records daily sales. 
Another employee should evaluate Lucy’s 
documentation for any errors. Alternatively, 
one employee should record the sales and 
another employee should prepare the bank 
deposits.  
Electronic cash registers could be hacked 
from an outside source. No employee has a 
key to the register, leaving it vulnerable to 
outside access. 
Access Controls - More security is required 
for the cash registers. Additional passwords 
and theft protection software is needed. Lucy 
and Kayla should have keys to the registers 
for managerial duties. Each time one of them 
opens a register, another employee must be 
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present to monitor their activity.  
Lucy has the ability to steal from the store 
when dealing with small customer issues. She 
is able to falsify refunds for customers that do 
not exist.   
Separation of Duties - One employee should 
deal with the customer issue while another 
employee issues the refund or new product.  
Because the clerks have full authority to 
perform all types of transactions, they are able 
to create fake returns and steal money from 
the register.  
Physical Audits - Performing regular physical 
inventory examinations would help prevent 
employees from stealing from the store. Only 
authorize certain employees to perform 
certain transactions. 
Every single employee works on Saturday; 
each has the ability to collude with another 
employee on this day. 
Separation of Duties - Each employee needs 
to rotate shifts and work with different 
employees every day of the week that he/she 
works. 
Lucy has her own locked office. She could 
conceal fraudulent behavior more easily than 
the other employees. Her office is located in 
the back of the store away from other 
employees and customers.  
Access Controls - Lucy should have video or 
other surveillance installed in her office. She 
should have windows that allow visible access 
into her office. Kayla should have a key to 
Lucy’s office to monitor her actions.   
Lucy prepares the bank deposits and records 
daily sales.  
Separation of Duties - Kayla should examine 
and approve bank deposits and daily sales 
before they are completed in order to 
minimize fraud.  
Advertising expenses could have been 
overstated and an employee could have 
pocketed the extra funds. 
Documentation - Employees should be 
required to document every single transaction 
to the exact dollar amount that pertains to 
advertising and promotion. Kayla should 
check these transactions with the physical 
product.  
Clerks are able to use coupons every time they 
purchase inventory from the store and can 
steal the difference from the register.  
Authority Approval - Lucy or Kayla should be 
the only ones that can approve discounts and 
coupons with a unique code. If there is a large 
number of coupons, the coupons should be 
required to be scanned in before the sale and 
collected to show the customer the total that 
he/she owes.  
As seen in the anonymous note left on her 
desk, Kayla leaves her office unlocked. 
Employees can steal money or inventory from 
Access Controls - Kayla should install office 
doors that automatically lock when they shut. 
This would prevent anonymous people from 
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her office. 
 
walking undetected into Kayla’s office. 
Alternatively, Kayla should practice locking 
her door every time she leaves her office. 
Employees are able to steal cash from the 
register during the day without Kayla 
knowing exactly which employee stole the 
cash.  
Access Controls - Employees should be 
required to close out their cash box at the end 
of their shift at a particular register. This 
would show who is responsible if money goes 
missing. Employees should be required to 
only work on one register during his/ her shift, 
and each cash register should only be used by 
one employee each shift.  
 
 
Additional Potential Fraud: If Kayla (the owner) is a potential suspect.  
Kayla, acting as the owner of her store, also has the opportunity to steal from herself. Her 
ownership position would offer a good cover-up for committing fraud. She has her own 
office in the back of the store that only she has access to. She also has ultimate authority 
over the perpetual inventory records and inventory orders, she pays bills, handles payroll, 
takes deposits to the bank, and reconciles bank statements. She could easily steal from 
her business if she wanted to because she does not separate her powers, nor does she have 
anyone check all of the bank reconciliations that she deposits herself. Although Lucy 
prepares the bank deposits, Kayla could make new ones and deposit those without any 
approval or oversight from other employees. She also has overall control over the internal 
accounting system, so she could easily adjust the inventory, deposits, sales, returns, etc. 
in order for her to steal whatever she wants. As mentioned earlier, Kayla also has her own 
locked office in the back where she could hide the evidence of her theft and conspire to 
steal more.  
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CASE FIVE: AN ANALYSIS OF INVENTORY AND RECEIVABLES 
By: Darby Mills 
11/2/2016 
  
27	 	
Executive Summary 
 
The follow case includes an in-depth analysis of the different types of leases along with 
the reasoning and financial effects of those on Build-A-Bear Workshop, Inc. Discussed 
are the financial effects of an operating lease and a capital lease and why a company 
would chose one or the other. To further explain, financial ratios are included.  
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1.  
Raw Materials- purchasing, storage cost 
Work-in-Process- direct labor, indirect labor, manufacturing overhead, direct 
materials, indirect materials, equipment, storage 
Finished Goods- shipping, storage, packaging  
 
2. Inventory is recorded net of an estimated allowance for obsolete or unmarketable    
inventory  
 
3.  
a. It is shown on the balance sheet, it is a contra asset so it reduces the inventory 
account 
b. 2012- (43,469+619+167,646+13,348)=225,082 
    2011- (46,976+1,286+184,808+13,348)=246,418 
c. 70% attributable to finished goods, 25% to raw materials, 5% to work-in-process  
 
4.   
     Cost of Sales        13,348 
Finished Goods        13,348 
     Finished Goods    11,628 
 Inventory    11,628            
  
5.     
Finished Goods, net 
184,808  
568,735 13,348 
 572,549 
  
167,646 
 
 
Raw Materials 
46,976  
438,561 442,068 
  
  
43,469 
 
Work-in-process 
1,286  
126,000 568,735 
442,068  
  
619 
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Cost of Sales 
0  
13,348  
572,549  
  
585,897 
Accounts Payable 
 39,012 
432,197 438,561 
  
  
            45,376 
6.  
   Inventory turnover ratio 2012    
 
= 2.63      
 
Inventory turnover ratio 2011  
   
=2.29 
 
7.  
    Inventory holding period 2012 
=138.8 
 
   
 
 Inventory holding period 2011 
  
=159.4 
 
 
The company is becoming more efficient seeing as how the inventory-holding period 
in 2011 was 159.4 days and it decreased by 20.6 days to a holding period of 138.8 
days in 2012. This means that inventory is being held for less time and the turnover 
ratio is higher so the company is becoming more efficient.  
8.  
  
= 7.37%   
 
 
As an investor or analyst, I would like to know more about what the company 
manufactures and how they are comparing to other companies in that field. I would 
also like to know why they have been having a net loss every year, which considerably 
increased in 2011 and 2012 from 2010.  
585,897 
(233,070+211,734)/2 
575,226 
(233,070+268,591)/2 
365 
2.63 
365 
2.29 
           13,348 
167,646+ 13,348 
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CASE SIX: WORLDCOM, INC. 
Capitalized Cost and Equity Earnings 
By: Darby Mills 
11/16/2016 
  
31	 	
Executive Summary 
 
The following case takes an in-depth look into WorldCom, a real company that failed 
because of fraud. This case analyzes the scandal through the FASB Statements of 
Concepts No. 6 to explain how the company should have reported their financials along 
with how the actual misstatements impacted the financial reporting of the company.   
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Concepts 
a.  
i.  According to SCON 6, Assets are possible benefits that financially affect a 
company. They are obtained by transactions and typically have a natural debit 
balance. Expenses are the depletion of assets or increase of liabilities from a number 
of business operations. 
ii. In general, costs would be expensed as soon as they occur according to the cost 
recognition rule if they meet the criteria of an expense. Similarly, costs should be 
capitalized as assets as soon as the transaction occurs if it meets the criteria of an 
asset.  
b. When costs are capitalized, they are spread out over a number of periods. The balance 
sheet is affected by capitalizing assets as the company shows a higher number of 
assets than if the costs were expensed.  The income statement is affected by 
capitalizing costs through the net income, as net income is higher in earlier years and 
lower in the later years as compared to expensing costs.  
 
Process  
c.  
Line Costs (Expense)  14,739,000,000 
  Cash    14,739,000,000 
The line costs represents the fees paid to telecommunication network providers to 
allow access to their networks to continue business operations.  
  
d. Line costs were improperly capitalized. The transactions that cause line costs are 
whenever WorldCom pays a telecommunication network provider for access to their 
networks. This does not the definition of asset from part a and should not be 
capitalized as it does not benefit the company.  
 
e.   
PPE (Asset)  3,055,000,000 
 Line Cost (Expense)  3,055,000,000 
The costs improperly appeared on the balance sheet under property, plant, and 
equipment and on the statement of cash flows as net income as it is much higher than it 
should be.  
 
Analysis 
f.  
1st Quarter- $771,000,000/22 years X 4/4 quarters = $35,045,455 
2nd Quarter- $610,000,000/22 years X 3/4 quarters = $20,795,455 
3rd Quarter- $743,000,000/22 years X 2/4 quarters = $16,886,364 
4th Quarter- $931,000,000/22 years X 1/4 quarter =   $10,579,546 
Total Deprecation                  $83,306,820 
 
Depreciation Expense 83,306,820 
 Accumulated Depreciation   83,306,820 
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g.  
 
Income before taxes, as reported $2,393,000,000 
Add back depreciation for the year                     
from part (f) 
83,306,820 
Deduct Line costs that were   
improperly capitalized 
(3,055,000,000) 
Loss before taxes, restated  (578,693,180) 
Income tax benefit  202,542,612 
Minority interest  35,000,000 
Net Loss, restated   ($341,150,568) 
 
Their actual net loss of $341,150,568 is less than their reported net income of 
$1,501,000,000 by $1,843,150,568; it is incredibly material and makes an enormous 
difference in the financial statements and overall company standing.   
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CASE SEVEN: TARGA COMPANY 
FASB Codification 
By: Darby Mills 
2/8/2017 
  
35	 	
Executive Summary 
 
The following case analyzes Targa Company’s restructuring process. Through the FASB 
Codification, each financial reporting choice is explained and justified.   
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FASB 420-10 addresses the overall Exit or Disposal Cost Obligations that Targa must 
deal with. Targa should account for the situation outlined in the handout based on the 
following ASC codes regarding each situation. 
  
1) Employee Benefits  
 
FASB 420-10-25-4 states, “An arrangement for one-time employee termination benefits 
exists at the date the plan of termination meets all of the following criteria and has been 
communicated to employees (referred to as the communication date): 
 a.  Management, having the authority to approve the action, commits to a plan of 
termination. 
 b.  The plan identifies the number of employees to be terminated, their job 
classifications or functions and their locations, and the expected completion date. 
 c.  The plan establishes the terms of the benefit arrangement, including the 
benefits that employees will receive upon termination (including but not limited 
to cash payments), in sufficient detail to enable employees to determine the type 
and amount of benefits they will receive if they are involuntarily terminated. 
d.  Actions required to complete the plan indicate that it is unlikely that significant 
changes to the plan will be made or that the plan will be withdrawn.” 
Since Targa followed these guidelines, there are no financial statement changes but they 
did correctly go about the termination process.  
 
FASB 420-10-25-5 states, “An entity’s communication of a promise to provide one-time 
employee termination benefits is a promise that creates an obligation at the 
communication date to provide the termination benefits if employees are terminated.”  
Based on this rule, Targa must record the 3.05 million dollars as an obligation for 
employee benefits in the current year.  
 
FASB 420-10-25-8 states, “If employees are not required to render service until they are 
terminated in order to receive the termination benefits (that is, if employees are entitled to 
receive the termination benefits regardless of when they leave) or if employees will not 
be retained to render service beyond the minimum retention period, a liability for the 
termination benefits shall be recognized at the communication date. For an illustration of 
this situation, see Example 1 (paragraph 420-10-55-2).” 
Since Targa is requiring employees to continue rendering services, but not beyond the 
minimum retention period in order, to receive their benefit, Targa must record the 3.05 
million dollar liability for termination benefits. 
 
 
FASB 420-10-25-12 states “A liability for costs to terminate a contract before the end of 
its term shall be recognized when the entity terminates the contract in accordance with 
the contract terms (for example, when the entity gives written notice to the counterparty 
within the notification period specified by the contract or has otherwise negotiated a 
termination with the counterparty).”  
Therefore, Targa records the 3.05 million dollar termination fee the current year 
whenever the contract for employment ended.  
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FASB 712-10-25-2 states, “An employer that provides contractual termination benefits 
shall recognize a liability and a loss when it is probable that employees will be entitled to 
benefits and the amount can be reasonably estimated. The cost of termination benefits 
recognized as a liability and a loss shall include the amount of any lump-sum payments 
and the present value of any expected future payments.” 
Therefore, Targa should include the 3.05 million dollar termination liability at its present 
value and during current year since it can be reasonably estimated, with the 50,000 dollar 
bonus included.  
 
2) Retraining and Relocation Costs  
 
FASB 420-10-15-14 states, “Other costs associated with an exit or disposal activity 
include, but are not limited to, costs to consolidate or close facilities and relocate 
employees.” 
Since there is not a specific code for retraining employees, it would be considered a cost 
and should be treated as other costs and expensed as incurred.  
 
FASB 420-10-25-15 states, “The liability shall not be recognized before it is incurred, 
even if the costs are incremental to other operating costs and will be incurred as a direct 
result of a plan. A liability for other costs associated with an exit or disposal activity shall 
be recognized in the period in which the liability is incurred (generally, when goods or 
services associated with the activity are received).  
Therefore, Targa should not recognize the relocation cost for the current year.  
 
 
In conclusion, based on the FASB Codification Codes above, Targa should include 3.05 
million dollars for termination fees and employee benefits in the financial statement for 
the year ended December 31, 20X1 as a liability and the relocation and retraining costs in 
next year’s financial statements.  
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CASE EIGHT: MEREK & CO., INC. AND GLAXOSMITHKLINE PLC.  
Shareholder’s equity 
By: Darby Mills 
2/15/2017 
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Executive Summary 
 
The follow case includes an in-depth analysis of the different types of leases along with 
the reasoning and financial effects of those on Build-A-Bear Workshop, Inc. Discussed 
are the financial effects of an operating lease and a capital lease and why a company 
would chose one or the other. To further explain, financial ratios are included.  
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A.  
i. 5,400,000,000 shares  
ii 2,983,508,675 shares 
iii. $29,835,086.75 (2,983,508,675 x.01) 
iv. 811,005,791 shares 
v. 2,172,502,884 shares 
vi. $125,157,891,147 (2,172,502,884 X 57.61)  
C.  
Companies do this because it is incentive for people to invest and it shows the 
company is profitable. Normally, a company’s share price reduces when dividends are 
paid.  
D.  
Companies repurchase their own shares to payback stockholders, reduce cost of 
capital, or the stock might be undervalued.  
E.  
Retained Earnings 3,310,700,000 
 Dividends Payable  3,400,000 
 Cash   3,307,300,000 
G.   
i.  Merck uses the cost method to account for treasury stock transactions.  
ii. 26,500,000 shares 
iii. $1,429,700,000 total and $.0185 per share  
      This is represented in the financing cash flow.  
iv. Treasury stock is treated as contra equity; Merck has no future economic benefit 
from it so it would not be an asset.  
 
I.  Merck ($) 
(in millions)                                                    2007             2006  
Dividends paid 3,307.3 3,322.6 
Shares outstanding 2,172.5 2,167.8 
Net income 3,275.4 4433.8 
Total assets 48,350.7 44,569.8 
Operating cash flows 6,999.2 6,765.2 
Year-end stock price 57.61 41.94 
Dividends per share 1.52 1.53 
Dividend yield .026 .036 
Dividend payout 1.009 .75 
Dividends to total assets .068 .075 
Dividends to operating cash 
flows  
.472 .49 
  
The difference observed across the two years is that everything decreased in 2007, except 
dividend payout, dividends paid, shares outstanding, total assets, and operating cash 
flows.  
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CASE NINE: XILINX, INC. 
Cases In Financial Reporting-Stock Based Compensation 
By: Darby Mills 
3/1/2017 
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Executive Summary 
 
This case discuses stock options and restricted stock of Xilinx, Inc. It explores how they 
are implemented in the company and the impact on the company’s financial statements, 
reporting, and disclosures. 
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This plan works by offering employees the purchasing right to stock options as a benefit. 
Stock options provide the incentives to be more efficient in the company because they 
own a share of it so they would want it do well and succeed to reap the rewards.  
a. RSUs are given to higher-level employees and can be revoked if the employee 
quits or does not meet certain criteria, while stock options are not given to 
specific employees but made available for purchase as a benefit. Companies 
might offer both types of programs to employees because they have differing 
levels of employees, such as they may offer the stock option to a manager but 
only offer RSUs to executive level employees.  
b. Grant Date- usually the first day of the offering period.  
Exercise Price- the price at which a stock option can be purchased or sold.  
Vesting Period- the time that an employee must wait in order to be able to 
exercise employee stock options.  
Expiration Date- is the last day that an options or futures contract is valid, usually 
the third Friday of the contract month.  
Options/RSUs Granted- Employee stock options that are able to be purchased by 
employees or RSUs that were given to employees.  
Options Exercised- Employee stock options that are bought and put into effect.  
Options/RSUs Forfeited or Cancelled- Employee stock options/ RSUs that were 
cancelled or forfeited by employees due to various reasons such as leaving 
company, not meeting criteria, or not meeting the purchase requirements.  
c. This plan gives qualified employees the option to obtain a 24-month purchase 
right to purchase Xilinx’s common stock at the end of each six-month exercise 
period. However, the plan has its limitations. The incentives behind this plan are 
to encourage employees to invest their time into the company to match their 
monetary investment to help the company become more profitable. These differ 
from RSUs because they are available to purchase and not given. It differs from 
stock options because of the short vesture.  
d. Xilinx accounts for employee stock option activity by measuring the cost of all 
employee equity awards that are expected to be completed and base the amount 
on the fair value of those rewards as compensation expense. They use the market 
price on date of grant as the exercise price option. They record the compensation 
expense during the period it would have been incurred by the employee and the 
unvested amount remains outstanding.  
e. i. $77,862 
ii. On the statement of income this expense is included under the operating section 
of the statement of cash flows. This expense is recorded in Selling General & 
Administrative Expense, Research & Development, and Cost of Goods Sold.  
iii. It affects the statement of cash flows because it is under the operating section 
in stock-based compensation.  
iv. The income tax effect of the stock-based compensation expense is spread 
throughout the year and allocated properly to the time period incurred.  
v.  
Cost of Goods Sold    6,356 
Research and Development Expense  37,937 
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Selling, General, and Administrative Expense 33,569 
 APIC-Stock Option      77,862 
 
Deferred Tax Asset   22,137 
Income Tax Payable      22,137 
i. i. The two trends that the article discussed in use of the employee stock options 
and restricted stock awards are a decline in stock options as employee 
compensation and an incline in the use of restricted stock. Based on the article, 
companies have found restricted stock more attractive in recent years. 
Companies prefer this plan because of the recent changes that make companies 
account for stock options as an expense against income, while accounting for 
restricted stock is significantly easier according to the article. Employees prefer 
restricted stock because stock options have differing prices.  
ii. The table on page 62 does agree with the article’s trend in that there is a 
consistent decline in the number of stock options granted.  
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CASE TEN: BIER HOUSE  
Revenue Recognition Codification 
By: Darby Mills 
3/8/2017 
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Executive Summary 
 
The follow case includes an in-depth analysis of the different types of leases along with 
the reasoning and financial effects of those on Build-A-Bear Workshop, Inc. Discussed 
are the financial effects of an operating lease and a capital lease and why a company 
would chose one or the other. To further explain, financial ratios are included.  
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Part 1 
Step 1: Identify the contract(s) with a customer: The contract of exchanging beer for 
money would be established whenever the student agreed to the price of the beer.  
Step 2: Identify the performance obligations in the contract: The obligation of the 
contract would be to distribute beer to the customer.  
Step 3: Determine the transaction price: The amount was determined and agreed to by 
the student and bartender, $5.  
Step 4: Allocate the transaction price to the performance obligations in the contract: The 
transaction price to allocation price is 1:1; he paid $5 and received $5 worth of beer.  
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation: The 
revenue was recognized instantly.  
 
Cash     5 
 Beer Revenue       5 
 
Reference: ASC 606-10-05-04, 606-10-25-1, and 606-10-25-30 
 
 
Part 2 
Step 1: Identify the contract(s) with a customer: The contract of exchanging beer for 
money would be established whenever the student agreed to the price of the beer.  
Step 2: Identify the performance obligations in the contract: The obligation of the 
contract would to distribute beer in the mug to the customer.  
Step 3: Determine the transaction price:  He is paying $7, so that is transaction price 
Step 4: Allocate the transaction price to the performance obligations in the contract: $4.4 
(5/8 x 7) is allocated to the beer company and $2.6 (3/8 x 7) is allocated to the mug 
company.  
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation: The 
revenue was recognized instantly. 
 
Cash     7 
 Beer Revenue 4.4 
 Mug Revenue 2.6 
 
Referene: ASC 606-10-25-19 to 22 and 606-10-32-31 to 32 
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Part 3 
Step 1: Identify the contract(s) with a customer: The contract of exchanging beer for 
money would be established whenever the student agreed to the price of the beer. There 
is a no contract for the pretzels because it is a unilateral enforcement, meaning that either 
party could terminate without repercussions.  
Step 2: Identify the performance obligations in the contract: The obligations would to 
distribute beer to the customer. 
Step 3: Determine the transaction price:  He is paying $7, so that is transaction price.  
Step 4: Allocate the transaction price to the performance obligations in the contract: $5 
goes to beer and $2 is unearned revenue  
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation: $5 
is recognized today  
 
Cash 7 
 Beer Revenue 5 
 Unearned Revenue 2 
 
Reference: ASC 606-10-25-2 to 6 
 
 
Part 4 
Step 1: Identify the contract(s) with a customer: The contract is to give pretzels to the 
student in exchange for a valid coupon.  
Step 2: Identify the performance obligations in the contract: The obligation of the 
contract is to give the student two pretzels.  
Step 3: Determine the transaction price:  The transaction price is $2 because $2 was 
already recognized as unearned revenue  
Step 4: Allocate the transaction price to the performance obligations in the contract: $2 
to unearned revenue and $2 to pretzel revenue making $4 to pretzel revenue total  
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation: $4 
is recognized at this time.  
 
Unearned Revenue 2 
 Pretzel Revenue 2 
 
Reference: all of the previous mentioned Codification Standards were used in deduction 
of this part 
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CASE ELEVEN: ZAGG INC. 
Deferred Income Taxes 
By: Darby Mills 
3/22/2017 
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Executive Summary 
 
The follow case includes an in-depth analysis of the different types of leases along with 
the reasoning and financial effects of those on Build-A-Bear Workshop, Inc. Discussed 
are the financial effects of an operating lease and a capital lease and why a company 
would chose one or the other. To further explain, financial ratios are included. All 
numbers are reported in the thousands.  
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CASE TWELVE: BUILD-A-BEAR WORKSHOP, INC. 
Leases 
By: Darby Mills 
4/12/2017 
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Executive Summary 
 
The follow case includes an in-depth analysis of the different types of leases along with 
the reasoning and financial effects of those on Build-A-Bear Workshop, Inc. Discussed 
are the financial effects of an operating lease and a capital lease and why a company 
would chose one or the other. To further explain, financial ratios are included.  
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a. Companies lease assets rather than buy them because leased assets do not 
depreciate, there are many tax benefits, it allows companies to get the latest 
models of assets, they are returnable, and have less long-term liability. Leased 
assets also have the advantages of offering 100% financing fixed rates.   
 
b. Operating Lease- a contract entitling the lessee to rent an asset from the lessor, 
but with different terms from a capital lease. With an operating lease, the 
company does not have to record the asset on its balance sheet. Typically, an 
operating lease’s term is shorter than the useful life of the asset being leased. 
Capital Lease- a contract entitling a lessee to rent an asset, and requires the 
accounting as if they owned the asset on their financial statements. Typically, the 
capital lease requires a lessee to report assets and liabilities associated with the 
lease on their financial statements.  
Direct-Financing Lease- a financial contract in which the lessor leases assets to 
lessees, with the purpose of generating income from the required interest 
payments from the lessee. The lessor recognizes the gross investment in the lease 
and the related amount of unearned income on their financial statements.  
Sales- Type Lease - a contract in which the fair value of the leased asset at the 
start of a lease differs from the carrying amount at the start of the lease. Typically, 
a sales- type lease involves real estate, and the lessor transfers ownership of the 
asset to the lessee by the end of the lease term.  
 
c. Accountants distinguish between different types of leases because as shown 
above, each lease type has different legal requirements, terms, conditions, uses, 
and accounting requirements. They each other different advantages and 
disadvantages depending on the asset being leased and the company leasing it.  
 
d.  
i. Under U.S GAAP, this lease will be treated as an operating lease because 
ownership does not change, it does not contain a bargain purchase option, the 
lease term is not quail to 75% or more of the estimated economic value of the 
leased property, and the present value of the minimum payments does not 
equal or exceed 90% of the fair of the leased property.  
 
ii.  Rent Expense  100,000 
    Cash   100,000 
 
iii.  Years 2-5 
Rent Expense   100,000 
Deferred Rent   25,000 
    Cash   125,000 
 
e. i. The amount of rent expense on the operating lease in fiscal 2009 is $45.9 
million  
ii. The expense appears on the company income statement under Selling, General, 
and Administrative Expenses.  
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f. i.  
 
  
 
ii. Property, Plant, and Equipment    219,643 
  Lease Obligation     219,643 
v.  
Lease Obligation   35,276 
Interest Expense     15,375 
  Cash    50,651 
 
Depreciation Expense   27,455 
  Accumulated Depreciation   27,455 
 
 g.  They do not have to report depreciation or report it on their books as an asset or 
liability. It also is not reported as capital of the corporation, but treated as an 
expense.  
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h. 
 i.            Current        Potential 
 
 
 
 
           
 
It is not true that the decision to capitalize will always yield weaker ratios; it 
depends on the increases in net income, assets, and liabilities. Such can be proven 
from the chart above. The current ratio yields a stronger ratio because of the 
decrease in liabilities; the lease obligation on the current interest is reduced thus 
resulting in the higher ratio. The debt-to-equity ratio is increased because the 
lease obligation increases liabilities while equity remains constant. This is due to 
having to report the liability of the leased equipment under the capital lease terms, 
unlike the operating lease terms. The long-term debt-to-asset ratio increases 
because the assets are increased. The fair market value minus accumulated 
deprecation is reported on the financial statement under the capital lease but not 
on the operating lease. I am sorry to anyone who has actually read this.  
 
Current Ratio 1.6578 1.6798 
Debt-to-Equity Ratio 0.7252 1.8440 
Long Term Debt-to-
Assets Ratio 0.1323 0.4659 
